The present study examines the inter-relationship between economic growth, saving rate and inflation for south-east and south Asia in a simultaneous equation framework using two stage least squares with panel data. The relationship between saving rate and growth has been found to be bi-directional and positive. Inflation has a highly significant negative effect on growth but positive effect on saving rate. Inflation is not affected by growth but is largely determined by its past values, and saving rate is not affected by interest rate. These findings for countries in Asia with widely divergent values of aggregates are very relevant for development policies and strategies.
Introduction
Growth experience in south-east and south Asia has generated keen interest among economists and policy makers for the last two decades. Numerous macroeconomic factors affecting economic growth like inflation, savings, foreign exchange rate, etc. have widely varying values across these nations and so also their economic growth. However, almost all these nations are growing at relatively fast rate. Since the growth in some of these economies is often considered resource intensive rather than technology intensive (see, Rosegrant and Evenson,. 1992 ; The World Bank, 2007) , savings are likely to play a very important role in promoting real growth.
Several empirical studies found a positive effect of the saving rate on the long term growth (Page, 1994; Cardenas and Escobar, 1998; Motely, 1994; and Krieckhaus, 2002) though the neo-classical growth theory predicted only temporary positive effect of increased saving rate on the growth rate in the economy due to corresponding negative effect on capital productivity.
The endogenous growth theory (see, Barro and Sala-i-Martin, 1995; and Romer, 2006) delinking the capital productivity from the savings, explained such positive relationship between long term growth and saving rate. Even the life cycle theory for savings would explain the positive relationship between savings and income growth (Loayza et al., 2000) . It is, then, important for the policy makers to know what determines the saving rate in order to formulate appropriate policies to promote economic growth. Edwards (1996) found that the level and rates of growth of the GDP were important determinants of savings and discussed the possibility of a bi-directional relationship. The possibility that some other factor affects both growth and savings cannot be ruled out. Literature suggests inflation as one such factor (see, Deaton, 1977; Chopra, 1988; Haslag, 1997; Heer and Suessmuth, 2006; etc.) . Does the stability of macroeconomic environment as reflected by inflation play a substantial role in promoting the saving rate and the growth rate?
The effect of inflation on savings, however, is ambiguous both in theory and practice (Heer and Suessmuth, 2006; and Deaton and Paxson, 1993) . Empirical evidence about the relationship of inflation and growth differs with some studies finding a negligible effect of inflation on growth (e.g. Chari et al., 1996) , some finding a negative effect (Chopra, 1988; Fischer, 1993; Gylfason and Herbertsson, 2001) and some studies providing an evidence of positive effect (Dholakia, 1995; Mallik and Chowdhury, 2001) . The effect of inflation on economic growth in theory is largely through the sub-optimal use of resources and distorted investment decisions due to inflation (Miller and Benjamin, 2008; Paul et. al., 1997) . However, economic growth leading to high inflation through overheating of the economy is also found in practice. In a supply constrained closed economy, on the other hand, higher growth can lead to reduced inflation (Dholakia R. H., 1990) . Thus, the relationship between growth and inflation may also be bidirectional. This ambiguous relationship between inflation and growth implies that though rising inflation may have associated growth costs, policy efforts to contain inflation could negatively affect growth. On the other hand, allowing inflation at higher rates could lead to higher growth although it may cause some distorted choices. Relationship between inflation and savings is critical in understanding this complex trade-off between growth and inflation particularly for the policy makers.
Growth, savings and inflation are interrelated variables as discussed above and should, therefore, be endogenously determined simultaneously in the system. However, most of the studies on these variables do not analyze them in a simultaneous equation framework. It is important for a policy maker to understand the dynamics among economic growth, savings and inflation in the system. Specifically, answers to the following questions are crucial: (i) Is there simultaneity between economic growth and savings? (ii) Is the relationship between economic growth and inflation bi-directional or unidirectional? (iii) What is the direction of causality, sign and magnitude of relationship between these variables? The present paper tries to examine these questions in a simultaneous equation framework for 13 south-east and south Asian economies for the period, 1989 to 2003. The selected sample shows wide variations among all these variables not only across countries but also over time within a country. The panel data analysis used in the current study would overcome several limitations of the empirical evidences presented earlier.
In what follows, Section 2 outlines the theories and empirical results discussing channels through which economic growth and inflation, and savings and inflation are inter-related.
Section 3 deals with the conceptual framework and regression model, detailing upon the various other predictor variables as well as the functional form used in this paper. Section 4 discusses some statistical issues in estimation. Section 5 presents and analyzes the results of the regression model with focus on economic growth, inflation, and savings and their interrelationship with each other. The individual country and year effects are also discussed in this section. Finally, section 6 concludes and discusses some policy implications arising out of the study. 
Inflation with Growth and Savings: Theory and Empirical Evidence

Growth and Inflation
There are broadly two types of theoretical expectations concerning the effect of change in average inflation level on output growth (Chari et al., 1996) . One expectation, based on exogenous growth models, is that inflation rate will have no effect on the growth rate as well as the level of output. As opposed to this, the endogenous growth models emphasize that money and inflation do affect the growth rate of output itself. There are two channels for such an effect. One argument is known as the Mundell-Tobin effect in which a more inflationary policy enhances growth as investors move out of money and into growth enhancing capital investment. This is because inflation reduces the wealth of people, and for accumulating the desired wealth, people save more, decreasing real interest rate and driving up capital accumulation (Haslag, 1997) . It is possible, however, to argue that inflation in such a case would affect savings and investment decisions essentially by increasing the uncertainties with regard to the real rates of return. This can actually reduce the productive capital and hurt the output growth (Motley, 1994; and Miller and Benjamin, 2008) .
The structural argument, on the other hand, emphasizes that inflation promotes real growth.
There are two possible justifications stemming from two schools of thoughts-(i) in fixed prices Keynesian economies, inflation can induce growth by redistributing profits from workers with low saving propensities to entrepreneurs with high propensities to save and invest, and by increasing the nominal rates of return relative to the cost; and (ii) in economies with flexible prices, inflation can redistribute money from holders of money balance to the monetary authorities, a phenomenon also known as inflation tax that helps governments to expand their investment programs and thereby increase growth. As against this, the alternative view is that inflation retards growth. The arguments supporting this view are that: (i) high inflation rates raise the cost and risk of productive capital, and may lead to misallocation of funds to less productive investments that act as a hedge against inflation (Chopra, 1988) ; and (ii) high inflation rates along with managed exchange rates lead to trade imbalances and speculative capital outflows affecting the economy's growth (Paul et al., 1997) . Gillman and Kejak (2002) find the negative relationship between inflation and growth. Roubini and Sala-i-Martin (1992) , on the other hand, argue that the findings by various studies about the negative link between inflation and growth, if not carefully established, can be spurious since both high inflation and low growth are often caused by the policies of financial repression. Most of the studies examining the relationship between inflation and growth end up focusing on the effect of inflation on savings and investments and thereby on the growth of the economy, assuming independence of the incremental capital output ratio (ICOR) from inflation. Except Chopra (1988) , the ICOR channel of the effect of inflation on growth is not seriously examined in the literature. Thus, if inflation leads saving rate to increase and ICOR to decrease, inflation will definitely promote growth, but the reverse would be true if saving ratio decreases and ICOR increases with inflation. If both these variables increase or decrease simultaneously as a result of inflation, the magnitude of the statistical impact of inflation on these two variables would determine the sign of the relationship between inflation and growth. Chopra (1988) argued that inflation would affect the ICOR by changes in the composition of output produced as a result of households shifting from financial savings to physical savings or consumer durables in an economy. This would lead to shifts of investment from low capital intensive industries to high capital intensive industries, increasing the capital output ratio in the economy.
Thus, inflation is likely to increase the ICOR.
Savings and Inflation
The effect of inflation on savings depends on the way households react to increase in inflation (Chopra, 1988) . If households direct their savings from financial to physical assets and consumer durables, then due to consumption associated with these consumer durables, present savings will decline. Also, due to increased uncertainty, the utility from holding wealth declines leading to increased consumption and decreased savings. On the other hand, wealth owners interested in maintaining the real value of their wealth would increase their savings in an inflationary scenario to maintain the desired amount. In the context of the life cycle theory of savings, if the economy does not have a detailed and well established institutional structure or network for social security, healthcare, etc., inflation would induce higher savings in the system (Chopra, 1988) .
Most of the models analyzing the effect of inflation on savings find a considerably negative effect (Heer and Suessmuth, 2006) . If the incomes are not indexed, unanticipated inflation will cause unanticipated cuts in the real income and hence decreased the saving rates (Deaton, 1977) . Also, high inflation can increase the opportunity cost of holding money and increase the rewards for the search activities in shopping wasting real resources and thereby reducing savings (Miller and Benjamin, 2008) . As against this, another theory proposes that if the real income is correctly anticipated either by indexation or wage inflation, unanticipated inflation will increase the saving rate. Inflation is a good proxy for macroeconomic uncertainty. Higher uncertainty induces people to save a larger portion of their money for precautionary motives. Thus rise in inflation should have a positive coefficient. Savings will also increase if there are lifecycle factors promoting savings (Deaton and Paxson, 1993) . If, however, one believes in the super-neutrality of money in the ultimate sense, inflation cannot have any effect on savings in the long run (Heer and Suessmuth, 2006) .
Conceptual Framework
Apart from the saving rate and inflation, there are demographic variables also which have been found to be instrumental in affecting the growth rate. Bloom et. al. (1999) emphasize the importance of 'age structure' on the economic growth. Age structure implies the distribution of population amongst various age categories. The people falling in working age group earn for the old people and the children, who can be categorized as dependents. The 'dependency ratio', signifying the proportion of population dependent on the working age persons can be a very important factor affecting the saving rate and also the economic growth of a country, if accompanied by increasing labor productivity. Adult literacy rate is a reflection of better human capital and hence higher labor productivity.
In the increasingly globalised world, trade has become one of the most important sources of growth and efficient allocation of resources. The degree of openness hence becomes very important for a country's growth. Similarly, the convergence hypothesis suggests that the level of GDP would determine whether the country will grow at a high or a low rate (Barro and Salai-Martin, 1995) . Many models of growth neglect monetary variables and include only the real variables. However, this is justified only if the monetary variables have no effect on the real variables of the system, i.e. neutrality of money, a concept which has been debated for long (Sidrauski, 1967) . The impact of money growth on the output growth is modeled through inflation (Paul et al., 1997) .
Savings are affected by many variables, the prominent being income, real rates of return, inflation, as well as demographics (Loayza et al., 2000) . Savings is dependent on the level of income as well as the growth of income. In the determination of inflation, along with money supply growth, past values of inflation as per the adaptive expectations hypothesis are also considered. In the formulation of our regression model, money supply is included in the equation for inflation and not in the growth equation. This is because inflation is explicitly considered in the growth equation where the production function approach using money as an input augmenting variable is not appropriate. 
Functional Form
Regarding choice of the functional form, especially for inflation, there have been many different forms used, varying from simple inflation to log of inflation, to log of '1 + inflation' 4 .
The problem with log form is that it is undefined for negative values and '1+log' is arbitrary.
Using the inflation rate straight away could be problematic if there are high inflation rates present in the data because the distribution could, then, be skewed, which can be normalized by using the log transformation (Gillman et al., 2001) . In another study (Loayza et al., 2000) , the inflation rates more than 50% have been eliminated to avoid such problems. However, in our case, it was found that not many observations of inflation were above 50% and hence there was no need for any kind of transformation.
The model being estimated is -
Inflation Rate = a2 + b2 * Money Supply Growth Rate + c2 * Per Capita Real GDP Growth Rate + d2 * Inflation with Lag + e2* Nominal Depreciation Rate + error
There are three equations in this system and there are interrelationships between the three variables-per capita real GDP growth rate, saving rate and inflation rate. The model involves presence of simultaneous effect between per capita real GDP growth rate and saving rate, per capita real GDP growth rate and inflation rate.
Data and Variables
The study is based on the developing countries pursuing the policies to achieve rapid growth from the south-east and south Asia region. The choice of the countries was also restricted by availability of required data on all variables over the selected period. There are 13 countries satisfying these criteria from the region for 15 years, i.e. from 1989 to 2003. The missing values (especially in dependency ratio and adult literacy ratio as these statistics are mostly calculated with a gap of a few years) have been substituted after studying the trend of the variable for that country. If the trend is increasing or decreasing, missing values have been computed by extrapolation assuming constant growth or decline. In case the trend is fluctuating, the missing values have been replaced by the mean. The following table shows the basic statistics of the variables- All the values are in percentage terms instead of ratios.
Estimation Issues
The model involves three simultaneous equations which have been jointly estimated using a 2SLS estimation procedure. The choice between fixed and random effects model for analyzing the panel data, and tackling the auto-regression bias has been explained below. The test supports two-way fixed affect specification for all the three equations over the pooled regression specification.
Pooled v/s Individual Effects
After rejecting the pooled regression specification, the choice is between a fixed effects model and a random effects model 5 . In a growth model, it is expected that the unobserved effects might be correlated with the included variables, which will bias any random effects approach (Gillman et al., 2001) . Also it is interesting to analyse if some of the countries have an innately higher/lower growth rate and if there is any year effect across all countries. Random effect
Hausman test (Breusch-Pagan LM test) has been used, which has null hypothesis that the random effect estimators are more efficient than fixed effect model. The one way and two way effect for both fixed as well as random effect models were tested for all the three equations.
Results of the test are presented in the following table- 
Removing Auto-regression Bias
The inflation model consists of an auto-regressive term, the last year's value of inflation.
Regressing inflation on its one year lag can lead to biased estimates. Since the model has 5 The choice between estimating the model through the fixed effects (FEM) approach or the random effect (REM) approach depends on the expected correlation between the observed and unobserved heterogeneous terms. REM is more efficient than FEM as it models the many intercepts as two stochastic terms, but it can yield biased estimates in case the characteristics modeled by the error components are correlated with the explanatory variables. This correlation might be due to natural resources or simply attitudes towards work (Kelley and Schmidt, 1995) . Also, a priory, it can be said that, since the countries differ significantly, individual time invariant country effects will be present in any such analysis. simultaneity, this bias can affect the significance level as well as parameter estimates of the other two equations as well, which have inflation as an explanatory variable. To remove this bias, the auto-regressive variable has been replaced by an instrument. The instrument used in this case is the difference in current value of inflation and its one year lagged value. This instrument was checked for its degree of correlation with the auto-regressive term, and the degree of correlation was found to be substantially high. Also, there is no theoretical reason to believe that this instrument will be correlated to the error term in the equation.
Results and Discussions
The results show that the model fits given data extremely well with the R-square values of 88.9%, 70.8%, and 97% for respectively the growth, inflation, and saving rate equation in the structural form. The structural form parameters give only partial impact of the pre-determined variables on the endogenous variables. In the simultaneous equation framework, the total impact of a predetermined variable is measured by the impact parameter coefficient corresponding to the variable in the reduced form of the model. Depending on the model and the sample, the total impact parameter can be different from the partial impact parameter as obtained from the structural model. It is possible that even the sign of the two impacts may turn out different. However, in our model and sample, the results show the same sign but substantially different magnitudes in a few cases. We therefore, first discuss the structural form estimates and then consider the total impact parameters.
Examining Economic Growth
All the variables explaining growth are coming out to be highly significant. The following table
shows the parameter estimates of the explanatory variables- The positive sign of log per capita GDP lag values indicates that the convergence hypothesis is rejected by the south-east Asian economies, contrary to the findings of Khan and Senhadji (2001) who obtained convergence after including a wide range of countries. The relationship with saving rate is highly significant with high magnitude (+1.25) implying that saving rate is an extremely important variable through which growth rates can be affected. This is similar to what has been found by Loayza et al. (2000) who argue that income growth through savings accrues mostly across cohorts. This result is in complete agreement with Deaton and Paxson (1993) who found broad patterns of East Asia's economic growth as exhibiting high rates of economic growth accompanied by high saving rates.
Highly significant and negative sign of inflation rate parameter (-1.89) shows that there are huge growth costs associated with inflation, an evidence supporting the findings by Gillman and Kejak (2002) and Heer and Suessmuth (2006) . High inflation in Asia may increase the cost and risk of productive capital and may lead to misallocation of funds as argued by Paul et al.(1997) . Inflationary finance may also be hence welfare and growth reducing as argued by Aghevli(1977) and Motley(1994) . This relationship is what is being currently observed in India and some other countries where higher predictions of inflation have led to decrease in future growth forecasts. The evidence hence stands in contrast to the Mundell-Tobin effect and the structural argument, both of which propose that an inflationary policy promotes real growth, although through different mechanisms.
Positive and significant relationship with nominal depreciation rate also implies that with increase in the growth rate of exchange rate (i.e. depreciation of the home currency), economic growth will be boosted. This is because depreciating exchange rate leads to higher gains from exports and hence higher GDP. This finding supports the one by Kaplan (2006) , who finds that undervalued exchange rate has helped promote an export led growth in China as well as other East Asian economies. Increase in population growth puts pressure on the resources of a country, pulling down the growth rates, as being indicated by the highly significant negative value of its parameter. This is contrary to the finding of Bloom et al. (1999) , who show that population has an insignificant effect on economic growth. Dependency ratio parameter has a positive sign in the growth equation, signifying higher labor productivity in countries with higher dependency ratio. This is possible if in the south and east Asian countries higher dependency ratios are associated with higher life expectancy and better health status of the population (Tuljapurkar, 2002) , as is the case with OECD economies (Jacobzone et. al., 2000) .
The results exhibit negative relationship of openness ratio with economic growth. India, Pakistan, Bangladesh, Nepal, Philippines, Sri Lanka, and Thailand have been net importers during this period while the other countries (China, Singapore, Malaysia, Maldives, Hong Kong and Korea) have been net exporters. For most of the net exporter countries, high growth of exports is a significant source of growth like technical progress achieving high growth rates in the economy. However, for all the other countries having preponderance of imports, there is a net pay out and the growth of GDP may suffer statistically. Also, these countries suffer from various infrastructural bottlenecks and policy inefficiencies. All these interactions could have resulted in the negative parameter of the openness ratio. However, our finding may imply that the south Asian countries should focus on increasing exports for fostering growth as done by the East Asian economies rather than focusing on increasing the degree of openness.
Parameter of adult literacy rate has a negative sign in the growth equation. This counter intuitive sign could be on account of the special characteristics of the south-east Asian economies. On an average, all these economies can be considered as developing economies and not as developed ones, especially during the period of the study. The literacy rates on an average are low and hence increasing these are an important social sector priority for most of these governments. Low adult literacy rate implies that the current labor force is not well educated and skilled. Higher adult literacy rates will only provide opportunities to build the capacity and skills in future and contribute to the growth process. The negative sign could be present because, in the short run, focusing on adult literacy rate would lead to diversion of substantial amount of resources devoted for increasing literacy rates and education from their immediately productive uses. But, investing in increasing literacy rate and education is a social sector investment and will have significant positive returns in the long run (Dholakia A., 1990) .
It may take about seven to nine years for the positive effects to be felt on the growth (Dholakia, 2003) . The results also show that the per capita real GDP growth rate also significantly and positively affects the saving rate. Thus along with higher income, at higher growth rate of income, too, the saving rate is higher. The effect of dependency ratio is statistically insignificant but the negative sign provides support to the findings of Loayza et al. (2000) about the lifecycle theory that, as dependency ratio increases, saving rate would decrease. The insignificant parameter of real interest rate rejects the classical theory of positive relationship of savings with real interest rates. This is contrary to the finding of Athukorala and Sen (2004) who found a positive impact of the real interest rates on the savings in India. This is perhaps because they did not adjust for the simultaneity bias. Inflation is also found positively but statistically insignificantly related to savings in the present study. This is contrary to the findings of Chopra (1988) who obtained a significant positive impact of inflation on savings in the case of the Indian economy prior to 1982. The positive inflation coefficient can be explained in terms of the people wanting to preserve the real value of their wealth in presence of inflation, perhaps because the social security and health concerns are not adequately addressed by the existing institutional network in these countries. As a result, the inflation induced increased macroeconomic uncertainty forces people to save more. This is contrary to the findings of Heer and Suessmuth (2006) .
Examining Savings
Examining Inflation
The lagged value of inflation (instrumented by using the difference between present and last
year's value of inflation) has a positive and highly significant relationship with inflation. Since this lagged value has been taken as a proxy of inflationary expectations, the result supports the adaptive inflationary expectations hypothesis. Evidence suggests that inflationary expectations are extremely important in predicting future values of inflation, as discussed by Sidrauski's (1967) . The detailed parameter estimates for inflation rate are given in the following table- Money supply growth does not turn out to be statistically significant even at 10% level in affecting the inflation rate. The sign of the parameter is, however, positive as expected. This result is in agreement with Saini (1982) who also found that money stock growth was not the primary source of inflation for some Asian countries. Similarly, per capita real GDP growth rate is also not statistically significant in predicting the inflation rate. Thus, the experience of the south and east Asia does not support the prediction of quantity theory of money even at 10 per cent level of significance. This contradicts R. H. Dholakia (1990) , who in his analysis of India found strong support to the quantity theory and hence recommended that high growth of income would tackle the problem of high inflation. In the present study, exchange rate depreciation is highly significantly and positively related to inflation rate. This supports the findings of Honohan and Lane (2004) for Ireland. This finding is all the more plausible because most of the countries in our sample are net importers of oil.
Simultaneity Evidence
The regression model was based on the hypothesis that there is a simultaneous relationship between growth and savings and between growth and inflation. A simultaneous relationship has been found between growth and savings, with both significantly and positively affecting each other. The effect of savings on growth is much higher (parameter estimate equal to 1.25) as compared to the effect of growth on savings (parameter estimate equal to 0.14). On the other hand, the evidence from Asia rejects the hypothesis of a two-way relationship between growth and inflation. Thus inflation affects growth in a highly negative way (-1.89), but growth does not affect inflation (though the parameter is negative (-0.03)). On the other hand, inflation does not affect the saving rate (though the parameter is positive at 0.087). These two findings together imply that inflation must have a substantially positive effect on ICOR providing support to Chopra's (1988) hypothesis about inflation leading to shifts in production structure from less capital intensive to more capital intensive goods ultimately resulting in raising ICOR.
Impact Parameters
Impact parameters, which refer to the total net effect of exogenous (or pre-determined) variables on the endogenous variables, are presented in Table 7 . When compared to the coefficient estimates in Tables 4, 5, and 6 it is clear that the direction of the impact as given by the sign of the coefficients has not reversed in any of the three endogenous variables. Thus the presence of simultaneity has not totally altered the direction of results in our case. For several variables, however, the magnitude of the impact has substantially changed. The change in the magnitude of the impact is in both the directions. For openness ratio and adult literacy rate, there is a sharp increase in their impact on the growth, whereas dependency ratio, population growth and depreciation rate experience a sharp decrease in their impact on growth rate when simultaneity is considered. Similarly in the case of the saving rate, while the impact of the level of GDP substantially increases, that of the dependency ratio sharply falls when simultaneity is considered. For inflation rate, however, the impact parameters in the structural form and the reduced form differ only marginally. from .28 to .15 on the account of its indirect negative effect through inflation. The negative effect of population growth on GDP growth increases on the account of interplay between the exogenous variables. Apart from these, the changes in the effects of all the exogenous variables on the three endogenous variables are only marginal.
Country and Year Specific Effects 6 Country Effects
There are no country specific effects for explaining per capita real GDP growth rate, but in case of inflation rate and saving rate, many countries exhibit individual effects which were modeled as fixed effects in the panel data framework. Bangladesh is taken as the reference country and all the analysis is done with reference to this country. India, Philippines, Singapore and Sri prices were affected in many of these countries which can be assumed to have an impact on the inflation as well as growth rates of most of the Asian economies, as revealed by the data.
Concluding Remarks
There are two broad types of learning we have from the exercise carried out in the present study: (i) methodological and (ii) related to development policy arising from the experience of the south and south-east Asian countries. Most papers in the literature so far have analyzed the determinants of growth and savings separately. Few attempts have been made to analyze these variables in a simultaneous equation framework. The simultaneous effect of inflation on both economic growth and savings has also not been examined so far in a comprehensive framework. On the other hand, there are not only solid theoretical reasons to believe that these variables are determined simultaneously, but also that savings and inflation are very instrumental in the growth and economic development process of emerging economies. The most relevant finding of the present paper from the methodology angle is that growth and saving rate has bi-directional simultaneous relationship.
Although we found only unidirectional relationship between inflation and growth in our sample, it is important to model it in simultaneous equation framework to avoid errors arising out of ignoring the simultaneity bias. Similarly, inflation was not found to affect the saving rate in our sample, but it needs to be considered while examining the interrelationships among growth, savings and inflation. The present study attempted to address this methodological issue and thereby the methodological limitations of earlier studies on the subject. With widely varying macroeconomic factors affecting economic growth, south-east and south Asian economies provided an interesting ground to analyze these relationships.
From the viewpoint of the development policy, our finding of a bi-directional relationship between savings and growth is important. Savings is not an end it itself. It is only a means to achieve high income growth and improved standards of living. Policies focusing on increasing the saving rates need to be followed, which can lead to higher growth rates and higher percapita income. Both will, in turn, reinforce the higher saving rate. The magnitude of the effect of saving rate on growth is found to be substantially higher than the one of growth on saving rate and hence policies to promote savings are very important for promoting development. This approach seems to have been followed by many East Asian economies as reflected in the highly significant positive country effects exhibited for those economies in our study. These countries have high saving rates averaging around 40% of GDP leading to highly positive effects on their growth rates. The positive and significant effect of GDP level and GDP growth on the saving rate as per the standard Keynesian theory, found in our study, is consistent with the findings of Morande (1998) in the case of Chile and Athukorala and Sen (2004) in the case of India.
The most relevant finding from the policy perspective is the significant negative effect of inflation on the economic growth, which is unidirectional, i.e. economic growth does not affect inflation. The negative effect of inflation on growth was found in the case of Mexico (Grier and Grier, 2006) as well as Nigeria (Fabayo and Ajilore, 2006) . High inflation in Asia may increase the cost and risk of productive capital and may lead to misallocation of funds as argued by Paul et al. (1997) . The evidence stands in contrast to the Mundell-Tobin effect and the structural argument, both of which propose that an inflationary policy promotes real growth. Thus, controlling inflation and thereby providing macroeconomic stability is very essential for promoting growth in the economy. Inflation is also found positively but statistically insignificantly related to savings. Thus, there is an indirect evidence of inflation affecting the ICOR positively that supports the hypothesis propounded by Chopra (1988).
In the present situation of unprecedented rise in global commodity prices, the concern of the policy makers to control inflation is paramount. All developing countries targeting a high growth rate are grappling with this problem. Our findings from the data on south-east and south Asian countries reject the popular hypotheses that inflation is affected by economic growth and the growth of money supply. Therefore, the strategies of rapid economic recovery for effectively addressing the problem of high inflation in such countries (Dholakia R. H., 1990) and of controlling the growth of money supply propagated by IMF are not supported by the findings of this paper. The best way to curb inflation according to our findings on inflation equation is to control exchange rate depreciations and, if possible, directly influence inflationary expectations. However, when we consider the simultaneous framework, depreciation of exchange rate has the total net positive effect on and the net positive effect on inflation. Thus, there exists a clear trade off between growth and inflation in following any conscious exchange rate policy and the policy makers must exercise the choice cautiously. 
